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Strategic costs can never be neasured with the precision and azcureey
implied by the foregoing discuassion. Messures must, of courss, be tailored
to £it existing economic data., Two kinde of information can be used, slthoush

- beth are not always applicable to every economys the first is money costs of
productiony the scoond, resource costs. In an econagy in which the price
systen plays a significant role in allocsting resources mmang thelr mary alternativ:
uses, noney costs are simply a generzlised expression of resource soste.Y

The oaleuwlation of strategic costs in either terms rust proceed throuzh
several steps, The mosi convenient starting point is to calculate the rate of
coste after all desired and possidle rearrangements of resouces have been
made. We can think of this @ the basic estimate of costp. Althongh the bamic
estimate obvicusly gives only part of Lhe story, use of it in the iaitisl stages
of measuring costs is desirable becsuse it can be subsequently adjusted to
reflect any set of circumstances in the transitional peried that might be
dictated by the strategic situation,

Let us consider first the procedure for calculating the strate;ic costs
to the West, in monetary terms, of trade Mhe basic estineve of annuel
scononic costs would be the anmal cost to the West of producing sll former
importis, or equivalent substitutes, minus the annual cost to the Wast of
producing all former ex orts. The latter cost is sapproximated by tis vaelue
of Western exports at the time thet trade is severed. The former cost is much
more difficult to come by. If imports are also produced somewhere in the West,
a first approximation to costs is the value of imports, though this figure will

That is, within technieal linmits resources can be gubstituted for esch
without reducing output at about the rate represented by thelr relative

prices.
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olearly underatate the costs that would ebtain in the absence of trade;) |
and must therefore be adjusted upward on the basis of such technical =
economic information on internal costs of production as can be found,

¥or imports that have not been also produced domestically, the estiate of
costs of producimg then or equivalent substitutes must be constructed fram
scratch,

Annunl strategic costs will be that part of amwual economis eosts that
san not be offset by diverting resources from civilian consunption, i.e.,
by civilian fat, In order to get at girateglc costs to the West, therelore,
it 1is necessary to estimate tho value of all resources used in the civilian
sector and the valus of those resources required to support the pepulation at
an irreducible level of conswpition., The most fessible approach 1s to teleseore tha
two estimatns into one: the amount by whigh civilian goods and services can
be reduced without sericusly affecting morale and/or productivity.

The strategic costs derived in the above manner represent the rate of
costs that would be expected tc provail after a reasonably lonz adjustment
period, It is clear that they understate the rate of costs during the
adjustment priod, but, as peinted out sarlier, certainly not to the sxtent
suggested by most "bottleneck" theories. The important factors to be considered
here are the sime of strategic stockplles, the extent of other builtein shock
absorption (e.g., developmental fat), and the rate at which resources cur
be shifted from export industries and the "gurplus® oivilian economy. In
general, the shorter the adjustment pericd, the larger will be the d .{ference
between actual annual strategic costs and the basic estimate. It mey indeed
be quite impossible to make any quantitetive calculation of the difference,
b gy be possible to make only a very broad statement, such ass average
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annuRl strategic costs over a five year sdjustment period could be exnected
1o be roughly 125% to 150% of the average annual gosts over a ten year
sdjustment period, ‘

The final problem in measuring stratepic costs is the estimation of
aggregate costs over the oritical strategic periocd, If the entire critical
period, ineluding the time allowed for productive sdjustment, is rearonably
short (e.g., less than fifteen vears), miniwmum aggregate costs will be dhe
sz of the armual costs over the period, If the eritical periocd is long

the cost of a
{8egsy more than fifteen yesars), minimm eggregate costs will be/net investment,
program designed to increasing productive capacity of the economy sufficiently
to replaece all lost imvorts. The cost of such a progran is twofolds first,
the cost of capital formation Itself, including training of labor; second,
the strategic cost incurred during the investment psriad.y The lenger the
eritical strategic period, the less important it becomes to include the second
factor in caleulation of agrregste costa,

The foregoing reasonins aprlies step by step to caleulation of stratesic
costs in terms of specific resources, Instead of calculating costs in monetary
terms, they are calculated in temms of specified gquantities of apeeified

}j The costs of capital formation are, of course, exclusive of tota) value
. 'of repources transferred from export industries or the “surplus® civilian
sconomy. If we can assume that resources have been rationally allecatoed,
one method of computing the construction costs would be to capitalire
Sgventupl® annual strateglc costs (i,e., more that would prevall aftor

all produetive admustments had been mede) at the net productivity rate of
eapital, Por instance, if eventus) amnual strategic costs were $12,700,000
and the productivity rete of cepital ware 6f, the cost of capital required
to replace lost imports would dbe $200,000,000., The strategic costa incurrec
during the investment period are the net comts caused by loss of liorts
during the investment veriod, exclusive of costs of capital construction,
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resources used in the produciion of imports, exports, consumer goods, or
sapital. For instance, the cost of producing an import (@.g., stecl) would
be taken as the quantities of resourges used in the produstion of steel
(eegey coal, labor, iron ore). Fecept for this difference, the procedure
is the same. It should be pointed out, however, that data on rescurce cosis
are almost certain to be fragmentary end incomplete, much more sc Laen money
cost data in economies in which botia can be found.

One important problem has been skirted in the discussion to this noint,
namely, the problem of measuring strategic costs in the Soviet Hloc znd in
the West sc that they are compsrable., There is no single best sclution to
this problem, suitable for all nurposes, The nature of the comparahility prolilem
is determined by what ve are looking for, For instance, we ney wish to knov
merely the direction, but not the degree, of change in strategic woiliare “or
both sideg. If the retion of waremaking capabilities is conpiderec a sood
index of strategic welfare, then an increase in strategic welfare ic: whe
West, and e decrease fcr the Bloe, is indieated if strategic costs sce a
smaller fraction of war-making capabilitles for the West then for the Sluec,
In this case there is no problea of comparability of ncasurement as between
the West and the Bloc. If, on the other hand, we wish to know tha cegree of
change in the ratio of, or in this difference between, warenaking cepabilitiss
of the West and the Bloc, the problem of comparsbility enters immeciitcly, Yoney
costs can, of course, be translated into a ¢omuon measure by uging an appropriaste
exchange mztay Resource costs for the Bloc and of the West cannot be
directly compared. Hence, tc some extent, the problem of comparabllity caniat
ba golved. |

/ There sres many problems assouiated with choosing the right exchanse rata,
these cannot be discussed within this paper,
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W%s to the East and West
ALl of the disoussion up tc this point has avoided r-ference to spacific

factors in the East and West that might s%maé the patterns of reaction to
restrictions of trade, In order to say snything about thase factors, v« s
first know what sreas are inclufed in East and West , and how significezt their
trade 1z, For purposcs of a general study of Raste-West irade, it seens hesh
4o divide the world betweer tle two partg, the Fast inclvding the e-tire 8oviet
ﬂo&f and the West including the rest of the world. Twede each way ir 1950
anounted to about $1.5 billicn, This figure nay be compered with & grose
nstional produet of abeut §125 billlen in the Soviet Blov and well over §70C
billion in the rest of the werld. Flaced in this perspective, severence of trede
would not seem to pose a sizeble oroblem for either the Bagt or Wesi. The
gcmparigson of trade and GNP is upeful primarily as an indication of +he lonte
run problem created by scweraace of trade. %uch a comparison sheds little
1ight on the strategic importance of trade in the immediate future o over

the moderately long rit.

Since the size of the ecorory, the extent of divers fieation, and the
stora of teehnical knowledze are ;11 rmueh larger in the West than in the Bloe,
it seems quite likely that, political eonsiderations asids, the ul-iwte cost
of trade restriction would be greater in the Bloc. Through trade tre Ploc
has enjoyed the use of highly specialized coapital equipment, highly skilled
iabor, and complex technieal knowehow that are all sxcecdingly scerce ineida
the Bloe., By covying oneprototype nmachine the Bloc is now able to tap
literally scores of years of tochniocal, engineering, and industriel cosceren

experience, J% would be very costly for the Bloc to be forced to duplicete

1/ USSR, Burcpean Satollites, and Asiatic Satellites.
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the experience within a reletively short soan of time instead of belny

sllowed to purchase the proven fruits of experiences On the cther side,

the West has a much broeder base of industrial activity and knowehow Lo draw
uwpon in replacing lost lmportis. Moreover, the bulk of imports into the West

are Whapic® rather than highly processed comnodities. As fer as sconomic factors
are concerned, the West is in a much better position than the East to provide

for "selfesufficiency."

Altlmughﬂ the Bloc night be hurt more than the West in the longe-run, 1t is
not at all certain that the impact would be felt as quickly in tho Bloc. The
USSR has long been oriented towerd continuing warfare and has presusably bullt
substantial shock absorption into its econcy. Probably as much as five percent
of Boviet nationalincome has been devoted to industrial reserves in each poslwar
year, and & large portion ef those reserves ig undoubtedly set apide for
strategic stockpiles., Soviet planning probably has not only anticipsted &
geverance of trede but also looked upon uliinaie severance &s desirsble., In
fact Soviet trading policy could quite peasonably be characterized as tracing
for the purpose of evertually sovering trade. At the same time it would be
a sorious mistske to suppose that the West is wholly unprepared to cushion
ibe blow of trade severance. It too has had a stockpiling progras, at leust
over the last vear and a half. Even mors important is the inherent diversaie
ficatlon and urganmtigml flexibility in the prineipal economies of the
Weast that cen serve to soften the blow. A8 between the Baat and West, thore
is little guestion that the organimational mechanism of the Western eccuomy,
primarily the market pricing system, is much more efficient in quickly difftming

the shock of disturbances to less important sactors of the economy.

wl3w
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As far as strategic warfare is concermed, it would seem that the
West would rather clearly gain froa severance of trade., There is 1Litile
avidence 10 puggest that the Bloc has any significant amount of civilian Tet.
The civilian economy probably has already been squeezed to the 1iris feanitle
under cold wer conditions. ileace loss of imports is certein to irprovo
strategic costs. The same criterion doss n.t hold for the West, It s
highly likely that civilian fat could absorb the entire cost of trade
restriction, If the depth of civilian fat amounted t- only ore prrcent
of the grosa output c¢f the West, five billlon dollars worth of recovrces
would be available for replacing lost impowrts (presently valued at iess
than & third of that amount) without inflieting strategic costss 7I% would
therefore appear, without ay further study, that the West hes ewrrthins te
gain and nothing t¢ leose by severing EasteWest trade.

The answer is, however, not quits so simle, We heve overlocked the
faot that, if the West were willing to zecept a reduction in eivilian
consumption after trade scverance (imposed by the West), then it rhould alec
be squally . wllling 1o accept the same reduction while trade is roing on
and to shift releasecd rescurces to the war economy., Trade severarcoe will
improve the strategic wolfare of the West only if the rerulting deadline ir
warengkineg capepilities of the Pagh overwlighs the incresse in warenakiag
capabilities of the West ihat cculd be achieved without trade restrietions
but with a reduction in civilian consumption of the West equivalert to that
whish would be lmposed by trade restriections, We have also overlooked the
fact that large portions of the West adght not be willing to suffer the
necessary reduction in living standards in order to improve iheir strategic
welfere, The price tle West muet nay, in terms of reduced livimg standarde,
will play a large part in determining how much strategic welfars it will be
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willing to "buy" throush rogiricting East-West trade. For both reasons,
the advisability of thc West taking the initiative in further restrlcting
trade can be ascertained ouly after probable coste, stratogic and .iier, o
both sides have bemn carefuliy assessed,

One cost that is irequently forgotten is the cost of enforecing trade
restrictlons. This cost must by borne exclusively by the West and ineludes
resources required to police irade chanmnels, 1o gather inforcation on illicit
trade, to administer control davices, to formlate policies, and so m-y Is
1s entirely possible that s.uch costs might eat away a subgtantiaml portion of +he
strategzic g;im

One £inal problen plagues enalysis of relative costs to the Fast and
Wests the vast differance in Lhe role of the price systen. Money caosts ia

the West do reflect actval rssource cotis with reascnable accuracys Lhey do

o

it night appear that the coste of a tight policing policy would bn nartly
offset by the premium Prices received by Western traders for smuggled exnorts.
Buch offsets are however illugory for at least two reasons. First, the
smuggling need not be in both directions. If no goods move into the We s,

goods move out, it is clearly worse off regardless of the size of

black narket {money) profite of ts traders, B8econdly, bilsteral smuggling
eould lmprove the position ©f the Weet only if the shift in terms of trade
were drastically in its faver and the &nount of smugoling were s:bstantisl,

IL these conditions hold, the West would be better off by relaxing rather

than stiffening trade coatrols. 7T.at 18, the West had made » mistake ny
restricting trade too much.

«25e
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not do B0 in the Bast. At lesst we know very little about the relation
between price and actual cost. We ha'e scarcely any alternative for the
Soviet Bloc other than measuring costs in terms of specific quantities oi
gpecific regources, We cannot direcily compare strategie cosis in lhe we
8raas, since there is no way of translating the rescurce ccsts in tle Sovliet
Bloc into eqaiv&len't eosts in the Wost., The mezsure of reletive dawge o
gome up with is therefcre the roney cost that the West must bear in crder to

infliet rescurce costs on the Bloe.

26
Approved For Release 2001/03/02 : CIA-RDP75-00662R000200150031-3



2

£

.

e

8¢ 2004/03/02 : CI

62R000200150031-3

§ g g e

RN EE e T



